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ABSTRACT

The Department of Defsase pe*roleum distribu+icn systenm

utilizss Military Sealift Command zoatrolled <clear produc:

tzankers as its primar elamern: o0f sealift transport.
p

Relying upon *he commercial tanker f£leat f£or the majority of
g Y

its £fle=t requirements,
of <+ha+ industry due
factors. Tha r=2actien
this changing resource
attention and debate.

ovarall structure of the

MSC is prasen+ly facing th2 decline
to strong =2conomic rl vpolitical
and behavior of both DID ard MSC to
sc2nario has generated considerable

This *hesis attempts to> dspict *he

DOD vetroleua dis+tributicrn sveten,

MSC's product tanker rolz in +*hat system, 2rd potential

alternative beshaviors with reqard t> %az apparsn: inevi<able

decline cf *he product tanker industry.
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I. [NTRODUCTIIN

"The Department cf Defanse is ¢th2 single lacgest enszgy
consumer i *he United Scatas" [Bef. 1]. Al<acugh <he
fsderal goverament accounts for cnly about *wd percent of
the ratiocn's to%al energy use, DOD is the largest gcvernment
censumer representing approximately 81 percent o©of “ha+
total. The majority of DOD energy is in ths £ora of petro-
leun, 0il and lubricants (POL) with annual consumption
equa+ting to 250 million barrels of oil. ditn  over five
percent ¢f *he DOD budget ievoted {9 snergy expendi:tures, i

[4]

is —easonable *o expect a fairly in“ricate and wsll-planced
strateqy dedicated ¢o th2 managem2nt of energy Tresouc-ces
(Ref. 2].

DOD's primary concern is aot 2aly *o acquire the neces-
sary energy (and in the fcrm requirei), but to transpor=
that energy +o the place wher2 it is needed in <the *imely
and consistent fashicn required irn order for DOD to perforn
ivs operational missicn. Because 5f the supply and price
discupticns of <the past decade, JOD must als> be vitally
concerned with achieving both secur2 and assured sources of
energy. In spite of the difficulties of thz aforementioned
tasks at the outset, DOD nonethelzss levies an additional
requirement that all *hase actions be performed fer the
least cost. The latter represents a duality of ©purpose
(cost efficiency vs. reaiiness), which pervadas the ertire
system of DOD petroleum acjuisition and distribution.

Of particular 4interest in this thesis 1is the sealift
component of POL logistics, the c¢l2an product tanker. Prime
representativa of <the Merchant ¥arine in this area of
support, and generally bslieved to be an importan« element

of strategic planning, <+he clean product tanker £fleet is

OOV 1
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-fﬁ currently in zhe depths of a ssrious depressior. In addi-

. tion, <+his specialized £flset 1is facing potantiallv haraful }
legislation which threatens *o diminish i%ts size =zuch <ha< !
i+ will be incapaple c¢f providing th2 support rTequizei by '

!
|
/
{
l.
!
!

DOD.

The impact of this poterntially chazgiang =2nvironmen= for
POL sealif* on both the DOD pezroleua dis<ribution systzaa in
gsneral, ard on the Military Sealift Cocmmand iax par+icula:z,
is a2 current focus of a%tention fo- both logisticians and
strategic planners. It is consida2red pertinenz, theresfore,
to 2xamine <h2 econdomic and legislative factors involved irn
the future of the clean product tackar fl2et, 22l +c at+-2mp=
to -each some conclusions regardiang i-=s Zutuce viabili+y as
a DOD asse*« in POL sealif* considerations.

To that end, Chapters II and III wil discuss the DOD
petroleum distributicn system i1 gansral, and the <col2 of
th2 Military Sealif+ Command within <hat system specifi-
cally. Chapter IV will examine th2 supply and demand £forces
which imzpact >n <+he %ankar fle2t, ani will be followed in
Chapter V by a discussioa o0f <th2 specific 1legislative
factors invclved in tanker forecastiag. Chapter VI will
attzmpt *o pull this information +together in a general
summary of th2 curr=ant clzan product tanker fleet status irn
crder +*o draw general conclusions £Sor Military Sealif:
Command behavior in this potentially changing environment.
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II. BACKGROUND

In order t5 fully appreciate tha role of <+he Military
Sealift Ccmmand (MSC) and the clsan product tankers in PIOL
logistics, it is necessary to uanderstand “he gerneralities of
DOD petroleum consumption and the basic worckings and keay
players involved in the dis+t-ibution systenm. This chap*er
is, therefore, devcted to estaplishing a framswork of
general ipformation +*o assist the reader in placing later
discussiors in the prcper perspective.

A. DOD PETROLEUM CONSUMPTION

Because of the veIy nature of tae DOD businzss, +%he use
of petroleum rsprasents yst arother duality of purpose which
impac%ts heavily on distribution =zoncerns. DOD faces +we
genaral requirenrents in this area: 1) t¢ acquire and
distribute sufficient petroleum anil petroleum products *+o
mee+ peacetime day-to-day operations, and 2) to acquire/
dist-ibute/s*tore POL to meset war ani contingency needs.

The former, labeled +h2 Peacetims OJperating 3tock (POS),
represents the annual tuarnover of DID petroleum acquisi-
tions. POS requirements are deva2loped by the irdividual
military services on the basis of geographic 1location,
resupply logistics and anticipated requirements.

War Reserve Materiel Requirements (WRMR) are defined as
the "quanti<y of POL required to e3Juip and support <he mili-
tary forces in hostilitias untii <c-esupply <can be estab-
lished" (Ref. 3]. WRMR requicements are also developed by
each military service, with input concerning formula compo-
nents and recommended areas of «considera*ion from the
Department of Energy in the 0ffica of the Deputy Assistant
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Secretary of Defense (Logistizcs 124 Materi2l Managzmen=).
Thase anticipa+ed requiremsnts ultinat2ly become JCS ceccen-
mendaticns, and £inally Dzfetuse Guilanca objectives. As thz
firs+ major DOD budge* docuumenrt, <h: Darfense Guidapce zzsen-
tially finalizes the service cecomiendations intc raquirad
amounts of pe+troleunm for a strategically de+2-ainsi sunbez
of days of supvoly to be mzinta

At 1least a portion of tha 3Iriviang <orcs benind FOL

wa

logistics 1lias in +he which <these *wo g2reral

a
requirements are treated. Figure 2-1 illus=zrates that, if
both requirsments were stored in a single zank, T
would theoretically £float on the PJS volune. The

ol
O =
oF
v
|

amount cf fuel ia %*he tank and th2 amount of 2235 lacreasas

as fuel is usad, bu+ the amount of WIMR would remasn invi:
w

late. Thus, logisticians must bz concec-ned with +

[+
13
ot
[7}]

rate but related tasks: msesting war reservs -equired amc

for storage, as well as constaat upkeep of POS sc as +o

allow +he war reserve to repaia untduched. .
There is considerable concern regardiang this aspzct of

POL logistics, based upon recent 2xperience during the oil
enbargo ¢f the 1970's. Duriag thit time, sufficien+ POS
requirements conld not be met, and DOD found itself dipping
into war reserves in order to maiantaia i%<s peacetime cper-
ating forces [Ref. 4]. The pot2ntial impact of such a prac-
tice in +*he event of hostilities is significantly ]
detrimental to the carcrying out o5f strategic planning.
Thus, the heavy emphasis placed upon the separataness of the
two POL requirements is being very <c¢losely enforced and ‘
monitored at this time. The burien of this policy falls ]

upon the acquisition and 3istributis>n system to maintain POL |

o levels fcr both requiremeats.

- Although Pigure 2-1 Jepicts both POS and WRMR in a '
e single storage unit, this is 20t necessarily the case.
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Considerable funding and planniag 3di-acted toward acgquisiag
necassary storage facilitias worldwids for WRMR. Al<kouqgh

=
o

POS is bes% stored in close proxiamity to us2rs, WRMR plaa-
ning dictazes <+«hat storage facilities bhe locateéd 1c* only
close *o users, but in anticipat2d areas of need. Thz
impact upon the distribution syst21m 2ay be a brcadening of
structure to meet diverse gecgraphiz supply areas, or (as is
mor2 often *h2 case) a limiting 2ff2ct as ozher geograpai-
cally available modes of transport ar2 found. The latte:
aspact will b2 discussed amore fully in a laterc chapter.

The importance of thes planning phass of DOD petroleunm
consumption lies not cnly ia ths intricacies and strateqgies
of its operation, but in +he iampact it has o2 shaping ths
s=tucture of the organizaticn to whom it assigans action fo:-
carrying out thess plans. By necsssity, DOD mus*: utilize
the considerable military ass2ts 3+« its disposal Lo carry
out i%s POL logistics, yet mell <hzm into such an crganiza-
tion that accepts dedication to DOD taquirements above and
beyond indivijual service loyalties. The key player in this
DOD ne=-work of POL logistics is +he Defense Logistics
Agency's Def2nse Fuel Supply Centar, loca+ted at Cameron

Staticn in Alexandria, Virgiaia.

B. DEFENSE FUEL SUPELY CENTER (DFSC)

Until 1973, each w@military servic2 handled its own POL
distribution and funding activities, with DFSC acting prima-
rily as a fuel procurement activity. In that ysar, however,
DPSC was designated the "Integratad Materiel Manager" for-
bulk petroleum products. Aith that designation <came the
responsibility for procursment, odnership, accountability
and dis+«ribution of POL used by all components 2f DOD. DFSC
also buys crude oil stocks £for the Strategic Petroleun
Reserve and fuels fcr specified federal agencies [Ref. 5].

10
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The Defense Logistics Agency acts as *he parcent
g

P 3
and overseer 2f DFSC activities, ©r2por=iag to the Dfiicsz of
*he Seccetary of Defense as needed.

DFSC's iritial vresponsibility is the collectiorn of POL
data from the military services, which is thsn ussd in %hz

coaposizion of ths Invern+tory Manag2aant Plan (I%P).

"The IMP s a two-volums publication +hat provides da+a
o)s! stcragc avaﬂlab-l;ty and product invenzdry Walch is
=0 be posSitioned gecgraphically in support of peace<time
opera*icns and Dre-positioned War Ta2s=2-vs T matari:

regquiremants [Ref. 6].

Th:z IN? is the most imposrtant plannirng docum2znt ia DFSC

H

activities, since it 2ntails “he amcun+ts of fua and =n=2

a~eas in which it will be needed 3uriag =he uccoming Ziscal

ysar, Published apnually with regular gquar+t2rly changes, i«
is also updated on a cornstant Jaily basis to rsflect changes
in requiremants or ailitary force structure changes., Muach

of the irfcrmation that is <collecta2d for this Jocument is
reflectzdé in the Defense Gaidance budgating prcposal.

The collection 0f +he data for the IMP is accomplished
through the work of DFSC Defense Fu2l Region (DFR) ocffices
and Joint Petroleum Officzs (JPO), which are es+ablished by
the overseas Unifisd Commands. These two field agent*s
pcovide liaison with DOD «customers aad +traffic managemen:
for deliveries within their areas worldwide. In addition,
thase ocffices wmaintain <constaat contact with Ccus+<cmers
concerning futurs delivsriass aand sabmit monthly "slazes" of
updated infcrmation +o DFSC ragarding requiremesants for the
type of product, Juantity ard datsz of the month requirel.
Based upon the IMP and th2 monthly slates, DFSC schedules
its acquisitions and distribution of petroleum products.

Beyond th2 collection and conss>lidation of POL raquire-
ments, DFSC is also responsibls for snsuring that sufficient
storage exists to maintain requir=23i inventories worldwide.




To this end, <cthey are authorized :> cont-ac: for adédi<icnel

facilities +hrough ccuomsrcial operators when existing rili-
tary secvice >r DLA owned tankage is insufficien-.

also involved in plarnning for tankajs cous+truction u=ilizia:
military coaxstruction funding within <he con=inen<al Uni=ed
States.

All POL acquisitions are considared owrned by DFSC until
delivered <o *the ul*imate  user. Acquisizicns ars mad:
utilizizg the Defense Fuel Stock Fuad, «hich is raplenishel
by DOD user payments for- POL received, Ia +h2 even+t *has
the military user i: unable to stcrs the requested 20L, DFSC
storas the exsess within DLA owned “ankage 4uan<til such tinme
as it can be delivered to the ultimat=2 user [Ref. 7]. D=SC
is also responsible for advising th2 nilicazy s=rvices of
recommended storage programs and 3iditional comstructicn of
storage facilities when applicable,

The final ma jor step in the DFSC chain of rssponsibilis+y
is +the selection and utilization of POL <ransporta<+ion.
Because of the ccmmercial nature of DFSC operaticns and +the
DOD requirement €5 run a break-ev2a business with regard <«
+he Defense Fuel S+tock Fund, +h2 sa2lzc+«ion of transporta<ior
modss is not l1ianited to militarily available <facilities.
DFSC is tilled for all transportation costs associated witt
th2 movamen+t of its POL, including per diem, demurrage,
d2adfreight and diversions when appropriare. Transportatior
cos~s are the most easily manipulatzd for potential savings.
As POL prices <continue t9 rise, DPSC is more znd mors
concerned with cutting costs in the area of transportation.
DPSC is now wutilizing 2 growing nrnumber of alterna+tive

.
R
P

:;; commercial md>des for POL movement which —represent cost
L]

G savings. In the overseas area, wh2rs pipelines ard refin-
L‘...‘ ] . 03 .

F}j eries are relatively abundant, DFSC has shif“ed emphasis ¢«
e the acquisition of leccal POL and listribution by pipelin:
t’; and tug~barge <combiratisns <0 m22t iis overseas needs.
e
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Thare are, aowaver, <two specifis ailitary organizaticrns

dedica*2d %c the suopper* of DFSC 20L transpoc*tation.
In acco-dancs with DOD dircactivss ~he Mili<ary Traiii

()

Management Command is dssignated as the D0D singl2 nanage:
rasponsitle €or providing DFSC +<he <requirements for <*h=

acvemen= of bulk cetrclaumn using land toansportaticn Wwithin

th2 contirental United S+ates, Land =transporctation in =*his
ins<ancz incluldss water movenants Snly within the Grezas

akes inlanl waterways, and +h2 int2r and intra coas=mal
waterways.

DOD directives also dzfine ~he Sa2
the Msingle manager £or ocean traias
Mili4tary Sealif+ Ceompand designat=i a
"oroviding <transportation sSuppost ts JFSC for the moven
of bulk petroleum products utilizing tankers and/or cocsan
gcing barzges" [Ref. 8].

Because of the subj=sct area of this paper, the Military
Traffic Management Ccumand and its POL distribution will t

13

10
be Zurther discussed. The Military Sealif+ Command will bs
examired in the succeeding chap<+er.

In conclusion, although the 2z%ize DOD petroleum plan-
niag and managemen*t pne:vwork is highly incricats and widely
dispersed among government aad amilitary components, the
actual acquisition and distrzibution system in general
involves only three 1levels of c¢ooziinatiorn: +he users
(nilitary and selacted governaent organizaticns), DFSC, anid
tha MTMC-MSC-pipeline transpertation systea. These levels
nd the corresponding flow of infcrnation between them (from
an MSC viewpoint) is depicted in Figure 2-2. It is impor-
tant to note that, although the k=2y players 3in the POL
distribution system are all assign2d or belong +o specific
departments of DOD or the military, the actual coordination
tends *o reflect a lateral or horizontal systzm within the
vertical organizations iavolved. Specialists represen%ting

13
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if all departaznts work +ogsthsr on 3 lateral basis =c zssurz j
g; POL levels and distribution requirsasats ace a2t efficisncly !
5 and efi=ctively. A consilerzble oorticn of the ccaxaunica- ‘
§ tisn is handled by Jdirsct phen2 ccatact pe+twemen cocvdinatins
EZ parties, with backup paperwork suabait=2d4 iz large part afze:
‘fi +he fac* (particularly insofar as actual schedulsas chang2).
3 While all players in tioe syst2a mast report 1o +heir
Z; specific devartments, <+th2Te is a strongly emphasized hori-
1; zontal responsibility for personal contact and cocrtdination
}j witnin *he distributioz, «revolving primarily acound DFSC.
On2 migh+%t almss%t con+*end that <+thss:s Kay players must answe:s
ﬁ' to ~wo masters: the mili*ary aal DOD Adepartmental s+ruc-
- ture, and the DOD petroleum distribuzion systam.
>
:‘:: )
A )
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L. IIT. DOD PETROLEUY SEALIET

v

'3. The sealift compcnent of <the DID petroleum iis+tribution
7% system is +he <clean product tanker fleet, which |is
. con<rolled and operated by the Military Sealift Commard in
f; Washing+ton D.C. A special branch within MuSC, the Tanker

0 Division, is specifically charged with the day-t>-day opera-
tional responsibilities of maintaining and operating +the 4SC

\ tanker fleet. This chapter is davoted o a descripzicn of
-l those =srecific responsibilities, and the part thke <clean
:2 product tankar plays in 4SC POL opsratiors.

a2

y A, BISSIOX AND STRUCTURE

:ﬁ As MSCt's reprasen+ativa ir the 3distributiocn network, <hs2
\l

- Tanker Division specifically defines its POL mission as
‘“ follous:

T ",..to operate the MSC nucleus tarnker fleet and other
oy bulk POL carriers_acquired by MSC to meet bulk POL lif<«
- requizcements; and to arrarge for commercial shipoing *o
L~ meet DOD and DQOD spcasored bulk pa2tzoleum lift céquire-
ments with maxiaum efficiency and aconomy" (Ref. 9%.

The Tacker Division fleet is primarzily involved iz
e point-to-point delivery of refinsd petroleum products %o
military installations, limited (but incr2asing) numbers of
" deliveries to Navy ships at sea, and the transportation of

;; crude il in support of +the Strategic Petroleum Raserve
iﬁ (DOD's crude war reserves).

E‘ The division is divided into two branches: the Tanker
E? Operatiors Branch and the Tanker Management Support 3ranch.

The Tanker Operations Branch is rasponsible for exercising
direct operational c¢cntrol over all *ankars assigned <o or

-
J -
-

o
Al
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chartered by ¥SC [Ref. 10]. Ia addicion, this branch is =iaz
primary contact with DFSC, and <conducts 3direct 213 dail:
liaison with that office corcerriny all changes in si=zhar
operaticns or 1lift requirasments. The Tanks: Operza+icns
Branch prepar2s aonthly 2s%imates 0f <ankzr fleet cara

bility, and accordingly initiztas ra2quests £or addizional

O

chacters or r2lease acrtions to reduce capapility whers
required. It is alsc responsibls for prepazing and ini<i-
ating 2all adainistrative paparwork for tanker operazicas
including schedules, ~outing instructions and sailing
rders. Because of <the closz liaison required with DFSC,
all tanker operations ara controllsd from +his branch in
Washing<on D.C. Repres2a2ntative assis*tancz Is prToviied,
howaver, by sn-liocation ¥5C officzs as well as DFR 224 J29
personnel overseas. Tha Tanker OJperaticas Braach Is alse

which are conducted ca 2ach tanksar ior to POL loadirng.

3
particularly concernad with Quality A
p
!

t
ssurance Inspectiors,
T
T

Failure to achieve "a required rating £ the type of £uel to

9]

be locadz=d resul*s in cecstiy d=2lays 22d aeduls adjustments.

o

S
Tharefore, all prospective charter tankers are inspecteid

prior *c firal agreemen:, and rsquirs approval of this
branch befcr2 ceontract signature. This is vparticularly
important because product tankacs are, thacretically,
capable of switching from crude ¢t> rafined vproduct loads,
and many do s> on the basis c¢f shifting demand.

The Tanrksr Management Support Branch is primarily
responsible for:

"Jeveloping, coordinat
short-range_goperational
m

g and integrating long_ and
a
for the worldwide move =B

in
plans, policies an rocedures

ant of petrolaum products; aoni-
toring and ensuring the accurate praparation, of opera-
tional data upon_which *he monthly MSC POL billings are
based; and developing and preparing the division over-
head budget _submission for the operating 2and plaanaing
budgets" '[Ref. 11]).

18
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B. MSC FLEET SIZING PROCEDURES .
a

The actual tanker fleet main+ainad by MSC ard *he Tankers )
P . . . . . - y
Division is based upon raquirensnts axd predictions dic=atei !
by DFSC. 1Initial planning regquireaznts provide the 32arlies-= g
indication ©0f the npumber 0f <ankers rne=aded, ari ace }
submi+t+ted to MSC by DFSC approxima*«2ly 15 <o 18 ncnzhs prior d

*o the fiscal year. These are =he saae requiresments uased in
the previously menticred Invertory %anagement P.arn, which is
used in the presiden+ial budget sudbaission. A& s

data, the orerating cequirsaents, is supni<ttad

6 months prior to <che fiscal vear, and raprsse
accurate presentation ¢f the types ani amourss £

mevsd. This set 2f data is used by 4SC to dzvelop an aorro-
priations budget for fiscal year cpzrations.

Utilizing these two sets of data <Zrom DPSC (which irn
wotal reflsct a detailed listipg of raquirements iacluding
the number of barrels to be shippsi, the acea of origin,
destination port, precduct type ani th2 month in which the
movement is t> occur), MSC conducts a detailad step-by-step
procedure <*to convert these raquiresaman+s int> Handy Size
Tanker (HST) equivalents. The ratiozal behini +his proce-
durs is based upon the fact that this particular size *anker
represents the mast efficient and capabls transpor:t of the
generally small amounts of DOD petrolzum and petroleum prod-
ucts to e shipped. A parfect HST is defined by MSC as a
25,293 DWT <clean product tanker with a speed cf 16 kis.
U+ilizing these 1limits, th2 MSC <+tanker fleet 1is <+hen
converted into HST equivalents, 232d <the r£2sul+ing HST

gi requirements and HST flee* is compared (after certain manual
:! adjustments £or "real world conditions") to ascertain the
Rf capability of +the MSC fleet <¢o meet DPSC requirements
(Ref. 121.

-

.

.
e '
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Based on tahis de+ermination of +the aumber o

equivalents rn2cessacy +*o fulfill P?9OL reguirc=zments oz zhz
fiscal ycar, the Tanker Division taen deterninss the nuabs:
of char<er <ankers needed to mee*t the task.

MSC has four primary sources from which <3 ob%tain addi-
tional char*er tankers: t he #derchan*t Marine fleet (
flag), the National Defense Resarvas Flize+, *“h= R=2ady R
Pl22t, and the f2reign f£lag fleez (which incl
Effac+tive U. S. Cont:

vassels). The NDRF and REKF vesszls ara princip
e

51lled vassels aad f

tained for em2rgency purpsdses, alchough *hey ace avzilable
for use by MSC if reguirzed. Tha t<ankers in +these £laze<s

[ |
o
W
™~
ot
[{Y)
3
n
.A
]
o

r
are, howsver, generally vary cld ani would r=g

(&
o
1t

u
preacara=icns +to @max2 “ham sufficien<ly seawcrthy.
Effoc*tive U. 3. Contzclled tarkzrs ire -hose op
flags of coavenience (Libsria, Panama, Honduras) whichk are

ed by U. S. intarests. These “ank2ars are available for
requisi+ioning in an emergency situztion only ané, sincs
th2y are crewsd by sailoc-s from around the world, <cCeprese
some ceancern to MSCT as to the ac+tuil willingnsss and avail-
ability thay offer. For2ign flag tankers are availabls to
MSC only by voluntary contractual agr2edents or nation-to-
ration agreements. Therefore, in peacetrim2 or lipited
con-ingency situations, the only tankzcs tha* are realisc<i-
cally availabls for MSC char<er are +hose wi%hin the U. S.
Merchant Marine.

There are four types 5f chartac agreszments u=ilized by

MSC in exparding the aucleus flzes. Bareboat <charters
involve a loag ¢term charter during which the tanker is
manned and opsrated by MSC governma2nt personnel. Nine new
tankers wi4<hin the nucleus fleet were ob*aired <+through
"build and charter" agrezements, which wera basad upon bare-
boat type charter practicss. A s2cond type of charter is
the time charter, which may involve a %ime perici from a few

hv- “..¢\~\‘
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weeks *c several vears, butr requirass tha*t thz2 ship cwzxer

3,

provide c¢rew and ship managemen:t for the <csrm oI <hs
charter. Indar this agr2ement, ths ship cwier pays all

costs except fuel, pcc% charges and canal tolls As in

barebca* charters, <ize charterer's pay a hices f2e which nmay
be based cn eit her D&T pa2r acnth or dollars par davy. The
third <ype cf <chacter is the voyags chactez, which may be
expressz2d in ei*her consecutive or singls veyage <format.
Ths single voyage chartar (¢ "spd>* chacterM is the ons
mos+ often used by MSC to meet emarg2ancy lif+ resquirements.
This agreement provides for on2 snhipasnt cnly, and remumnsza-
tion is based upon “he zamount of fr2igh% carried (i.e., se<
amoun* per %on of cargo). Th2 lasz typs of chartsr agrse-
ment is +he Con“ract of 1€frei

amount o cargo to be carcied 1in a
time peziod, but dcss no* rszquir
specific ships. The owner 1is zs3juired oaly <o ne
raquiremen+s spelled out in +he <contract regac-dirng *tank
s paid based upon a rate

[l

coa~ings and size 0f¢ <anker, 2ani
per *on of cargo.

MSC u+ilizes +he Navy 1Industrial Fuad for operational
expsnses, This revolving fund 1is generally available to
provide we-king capi%tal for indusctrial or coamercial type
activities cf <che Navy which provids goods or services ¢o
agaancies of DOD {Ref. 13]. This £and is no* dependen+ ugon
congressional approval since MSC charges customers in 2
manner ccmparable ¢o private busin2ss which is intended ¢o
ccnstan«ly replenish the fund. Ths objective f3- MSC %anker
cperations, based upon both the type of funding aand +he DOD
enmphasis on cost 2ffectivaness, is to break 2v2a rather than
ratura a profit. In actuality, ¥SC appears rarely to
achieve this goal, In fiscal vy2ar 1982, MSC operations
produced a %otal 1loss of $38.5 million. Petroleum opera-
tions were the only commercial <cd>st category %o show an

21
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actual «c¢o2st 3decrzase in that year (down 343.7 million), -
primarily based upon a reduced neczssity in that tims Ioams
for spot charztered tankers [Ref. 1]).

. WL

MSC billing rates are designed =9 apply uniforalyv =o all
shippers, with p2trcleum ra“es pased upon *he size ¢ MsC
contrcelled -ankers and <hs numper of loading zad discharge
stops ¢on a rarticular voyzge [Ref. 15]. The NIF is consid-
ered a particularly effective nechaaism for "controlling <he
cos% oI services vprcvidad and for providiang a method of
finarnciag, budgeting 2nd accountiag Zor opsrations"

.

.
) L}
K

‘
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X
a
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y
A
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(Ref. 16]. Ii* is &specially useful <Zor MSC because i=
peraits immediate firancing £for psak periods as well as
con=rollied zs*renchaent during slzcx pericéds.

C. THE CURRENT 8SC CLEAN PRODOUCT TANKZR PLEET

MSC's Tanker Division pres=sntly operates 2 Zlset of 28
ships c-spressatiag 793,000 DWT. (Se2 Figuce 3-1) Figurs
3-2 illustrates *<he reducticn in th2 4SC <*tanker €lest over
+ha past decade, particularly wicth regard +5 thei:- H3T
equivalent capability. Three fact>rs appear to have direc+
influence or £leet sizing methodology which =r=2flects this
reduction, The first of thes2 factors is a reduction in
lif+ requiremazts, 3ased partly on the stesady decrease in
petroleum imports (%o be discussed in a later chapter), this

factor also reflects DFSC policy to =2x%tend i%s use of pisce-

line networks to deliver patroleum products. R2cen+ly DFSC
2 advised ¥SC tha+t it interds 4o utilize pipelines to deliver
approximately 14 million barrels of POL %0 U. S. =east coast

- locations that have bean traditioznally served Dby MSC

ﬁ “ankers. MSC an*icipates that “his change alcne will reduce

y - .

- *heir fleet of product tankers by four ir th2 very near

2 future. MSC alsy faces the loss of an addi+ional “acker to

" pipalin2 and tug-barge

( operations on the west coas*.

-

N
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involving app-oximately 5.5 million barcrels of pezrzcleua
products [ Ref. 17].

A sscend fac*or impacting on M53C £fleetr sizing invcolves
the increasing nuaber o rastrict2d missicns o0f ASC *aaksrs,
wbich 1linit tha aumber of <ank:srs available f£or schsdul
and +herekty reduce flexibility within tae £flzeczx. Thes
missions arz 3=fii3d as prioricy missions £roam which %z2rk
caano* be divarted to meast other ra2quirements, and in
long range scheduling £or carzier gJroup suppor: and sp
ic2 capable tankers invclvaed ia Alaskan support operaticns.

A *third factor is th= incr2ase ia zanker sizz. I
to achi2ve economies 97 scale 2aa2d &> =-akz advantage of lower
ccade prices, +tankers W a

the H4ST typ2 tankaross  uti

zulilt within *he past £s3
+*znled =¢ be larzger <+harn
e

A
Msc. This ejua<%2s tn fewer *ankers carcying a £ixad
cf cargec in terms of MSC, and again cceduczs both flex
aniy flset sizs.

The MSC Tanker Division g2nerally coniigu
+0 handle about 85 percent of <th2 anticipa
reqiirenents forecasted by DFSC, aad r2li2s lac-gely upon
spot charters to aeet* additicral sm2rgency lif: requirements
during “he fiscal year. I requirsanesnts durirg the year ars
iess than expacted, MSC has the option »£f placing certrolled
*ankers in the fleet into a ready rasecve status for limited
periods of time in c¢rder to wmatch raquirements and capa-
bility, and thus achieve iesired cost 2fficiency levels.

D. THE BILITARILY USEFUL CLEAN PRODUCT TANKER

Because of +the relatively delicate charactaristics of
DOD petrol=uax products, as well as the tendency toward
building 1larger product carriers, the Military Sealift
Command has made an effort ¢to distinguish between <those
tankers considered useful +o DOD r2quirements and *“hose

23
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kelieved “o be unable to aeet mili<ary specificaticrs. In
th2 ccmmercial tanker business, aay <anker which meezs <hs
pinimum <*echnical rcequicsments t©o carry sither cl=an o:
dir+y products may be callad 3 "pooiuct carcier®, Ia manv
irstances, this squa%tss to 2 cruls carrzisr -hat has the

capability c¢cf carrying ona or two gradss of dic+y
s

occasion. F>r DOD, however, thsz primary emphasis Is o:x
considerably more scphisticazed <tankac-s waich me=t =he
rzquira2ments £2r carrying aviation gualicy fuel. On zha-
basis, Mcsc defines +the pili*tarily useful clszaa prciucs
tanker is a ""vessel +hat is aopropziact2ly coiled, cca*ted and
compartmnerntalized +o <enable it to c3rrcy severil gradaes of
petrol2im praducts without contaainating or aixing with

cther cargces” [Ref. 183]. In al
of clean fuel s*orage a

a
POD are geared *to smaller tarnkers, 1lighcteriag 2and cfi-shes
pipzline discharge facilities ci2an product 2re vsry
he

limited. Thus, 4SC adds %o the descciption =
tion of betwean 10,000 and 59,300 DWT, wnich allows ‘'ise in
the 1limited draf+« areas of DOD POL 1cad and 4dischacge.
These +two basic reguirements, multi-product capable (which

is characteristic of *h2 small «cl2aa produc:t tanker) an

tetween 10,002 azd 50,000 DWT, afin2 MSC's vision of %he |
|
|

militarily us2ful clean product *taaker.

Although “he current state of the ¢lzan produc*t <anksr
iniustry reprssents an excess of capabili= and therefore
ensures t¢ some extent <+the availabilis to MSC of spos
charter and long-*erm chazter vassels througa the
mid-1980's, MSC is alr=ady attemoting to identify o%he:
types of transport witaiz the shipping t-ades which can be
utilized in the event the produc+t tank2r market ccatinues %o

decline. There are three alternatives which ¥SZ has consiid-

crude carriers.

i

|

. . . . |

erad: tug-barge combinations, <ch2mical cac-riers and large |
|
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Tug-barge combiaations in =he 20,000 %o 50,000 DWT r2ag=2
aoppear to offer <the best option 1in tesrms of draf+ ard
multi-cargo cazpability. MYuck 2f thz ti1g-barce £
sen=s rcela<ively n2w a
cffzrs advantagzs of raca2n* *achidlagy and consiierzhbly

oW t

er overh=al in te
e

reguires a crcaw of ag Ximately
avarage crew > twenty-five abocard a product tazker. The
main disadvantage <*o the military is in ths =szla<ive slow
spe2d (average pbest spesd abour 10 kts) and limi-ed range
before requiring ceiueling. The latz2r aas playved a largs
par+* ian confining <the “ug-barge +o the «c¢oas<al +“rade.
Althougn transsc2anic fug-barg2 comoiaazicns Io sxisz, <+hey
do not oresantly IsoIsssnt 2 sufiicisatiy 1actge rfescizce to
ajequately £ill +«he gproduc* tankez role in DOD. In =ddi-
on *h2 slow speed, 45C bei;eves ~he *ug~rarge

tisn, Dbased
cculd net of
of 2qual size
[Ref. 19]. '

There ar2 currently only abp>at 20 chemical <carriers
undsr U. S. flag which could mest <cae specificaxions for
carrying DOD petzol=um products. Although they offer advan-
tages similar to the product tankarT, ther=2 is a gereral
fe2ling that such *ankers would b2 prinarily involved in,
and essential *¢, the industrial =2ffort, particularly in
t2ras of a contingency or war situation. Thus the chemical
carriers are no* «ccnsidared an available substitute for
product tankers at *his time [Ref. 20].

The largest category of availabls alternatives %o the
clean product tanker is the crudzs zacrrier in the 50,000 to
250,000 DWT range. Thase tankars offer a considerable
capacity advantage in t2rms of <crude oil lifs:,. Since,
however, most DOD POL shipments t2nd to be relatively small
in siz2 based upon the ¢type of products u%tilized (i.e.,




aviation fuelsy, these tankers wou1ld v<Tepr

49 are listed as havirg *h2 ccated tanks regui
these 76 are carrying cisan product at this +i
)

14 approximatz2ly 76 such fankars zavailabls g+ +<hi
~ i
> Even for <hcse tankers with ccated tanks, s

-, . . . . s
- capacity in DOD 1lift requirasments. In addi=
-~

evidenc=d by ¥SC <regarding the abili<y of oswazTs

- for successZul adapzation to clean products.

E. CONCLUSIOXN
- Irn -he final analysis, =<he M5Z Tankzr Di
N alaost exclusivaly upon %w2 =ntitiss for i<s bu

Defense Fuel Supply Center, whizch reposszn
- cus=<comer; ard <he U. 3. Merchaat Ma

- business of these *two entities Is e
- Division tusizess of POL if%, Tha:z DJFSC i
ccncerned with achieving cost saviags

OO of ve+trcleum is evidenced by i<s increasing use
concerned with the cest =fficisncy of its op
faces +“he egually impo n £
requiremnent £or £flest rea

situations. The latter rs
by the status of the U. S. Me:

- primary souzce 0of clean product tank2rs. Any ¢
-

ciantly clean the tanks (af+er mary ysacs of car:s

el

operaticns will be soughs. In the case 92£f NSC,

Y

and +*ug-barge coabinatioans. whila MSC mus*

a

ant Marine, which

a

Nora of
(Ref. 21].
ccocera is

40 gufEia

-

ing czude)

+ilorns,

ue conflicting
meet ceontingency and wa:

“+ is particularzly affec+ed

is genec-

ally rececgnized as +he source from which support <£or war

declining

- clean product tanker industcy equates to a declining emer-

.

gency respense c¢apability. An =2xamination of

e

state of this injustry, and the £forces acting

rs

*he cur-ent

cn it, 1is

potentiall

.. “hecefore pertinent +o an undarstanding of <th2

.- K3 I3 »

N changing environmant which both strategic planmners and MSC
‘i operational personnel mus: faca.

- 26
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IV. STIAIE OF IHE TANKSR INDUSTRY

The <+ark2r indust:c in gen2ral aas suffered fron
increasingly depressed Dbpusiness trands in th= pa
years, rTesulting in a worldwide =state of =xce
heratofore unequaled in the history of the ind
spite of certain advantages created by 1l=2gis
gcvernmant subsidies (specifically <he Jo
Cons+ruction and Operation Differantial Subsidies), the
United Stat+tes tanker industry is also 2xperisncing declining
tusiness which is a direct reflectisa of world %“anker marka:
tra2nds. In 21 effor+ +to uanderstand th2 current s+a<e c¢f <zhz
industry, =his <chapter will focus on a discussion of the
general supvly arnd demand factors waoich impact on the *anke:
market, and sn an overall picturz2 5f£ the industry as i* now

exists.

A. SUPPLY AND DENAND IN THE TANKER INDUSTRY

Al+*hougn the following discussion is sufficienzly
general in rature to have applicatioa tc the taanker indusctry
in genezal, an attemp~ is made to specifically relate the
factors in supply and demand to th2 product tanker indussry
in particular,

3

1. Demand

an n the Proju anksr Matkst
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The 3Jemand for tankers is 2ssentially a derived
demand based upon the worldwide demaad for oil. Put simply,
as the demand for o0il risss, so doss the demand for ways in
vhich to +traasport oil from origin to market, so 1long as
there is sufficient demand. This has traditionally meant an
increasa2 in demand fcr tankers, #«hich have served as the
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prinary mods 9f ocean *ransport £o- 9il rcesources. Anilsz
comde+ition from other mod2s of oIl transpor+t have 2iluazed,
tc soame ex*tent, this primacy Zacwo>rs ia  <arnker dsmand, is
rsmains noaethelsss as z:h
factcr in the nker markat.

may *“her be divicded

)
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into three general subfactcers which directly impacs or =he
size and comwposition of the <anker flzet denandsagd. Th
subfactors include the gsographic, =2c
consideraticas of the world ani U. S.p2
is the ©petroleum market whichk, n2ces
p-imary imcetus for croduct taakers spacifically designel 45
carry refined products, and which ace < 1

thasis,

Geograpaically, <“he 1inizial coansideration 1liz=s in
the loca*icn of <crude oil rssourzas ia zcT=2la<ion ¢  =zae
refined prcduct market. rheo:etically, as lo:q as cceans
separatz crude oil sugpplizrs
will be in demand. In *e
this theory has lost significanr iapact in rscenz years.
Refineries lccated close =2 the crale 2il source crnce Ceore-
santed <he major origin for product tanker voyagas, thershy
invclving fregquently long and costly coutes and transpcrta-
tion costs. The past dscade has seen an increas ia *h=
building of refineries in establish2d 3223 emesz3ging 2concaies
close <o the @arket source. Thase localized refineries
aliow petroleum markets %0 *ake 2lvantage o0f 2aconomies of
scale by transperting larger gquantities of «crude to the
market area, <thereby reducing <+traasportation costs as well
as enabling the use o0f other <traasportation modes (i.e.,
pipzlines). Indeed, the localization of refineries effec-
tively encourages the <constructisn and use of pipeline
dis<ribution, which results in a reduction in need for the
product %anker.
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An addi+ional aspect of tae gecgrapohic f:cesr =22
tanker demand concerns the de2pth oI water a* refirecy oooe
facilizies. Ian past 3d=zcades, refinesies =2+ cruizx oLl
resource peiats worldwids were l1imita2d in drafs cagasili-y,
which made the rela*tively shallovw draft proiact <aakers
e€sp3cially suitel for th2 pickup of -2fired p-oducss.

"Sconomrically, a2 large shio in zl2an <zade wouald lose
mONey. It's servicé would be limited ¢*5 oporcts lacgs
z2ncugh *to_ac com:date it. I« would spend excessive time
in por+, loading and d4ischarging, b=2cause <he stn-oughpuc
of most rnf neries and storzaJe "2rczas is still geared e
the small clean product <ankar“ [3ef. 221.

ears" [Ref. 23). This is azaia p
of an increase in becth localized <rzfinecizs a
v W

distribution. Althcugh only a r2la<i

water ports aad off-shore platforams allow lacge amoun*s ocf
crude t2 be off-loaded to rzfinerizs, more ani more devel-
oping and wpajor industrialized nations are depeznding orn 3
system of pipelires to distribu%tz crude %o, and clearn
product from, local refineries.

The ecomomic factor in taankasr dsmand is essentially
a function of the rela<ionship between <crude and producs:

consumption and the gzowth ir a nationt's GNP and real

iaconme. "Economic decline 2ad re2c2ssiorn will resul:s in a
decline in o0il demand and precipitatz a decline in tanker
demand" [Ref. 24 ). In addition to recassionary iampacts, the
push toward 2il <conservation and reduction of Jdependenca
*Q: upon foreign oil sources (particularly in ths U. S. ) nust
also be corsidersd in current decr=2as2d4 consump“icn rates.
FPigure 4-1 indicates the dacrease ia United S+ates petroleunm
imports during the past decade. Although an increasing
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dependence upvon, and availapility of, Alaskaz North Sliope
0il must be consijered a part of =his decline, i+ is norne-
theless an indication of currzent ztanker sucplus (Waich
reflects an established flee*x caczying less 2nd  lsass
inported o0il).

Overall, “he general cu“lcok £or €u*tuce sii ccnsaap-
tion (2nd therefore tanker demarni) +tends te be bleak.
Ecoromic forecasts for werldwilz =2con C gzowtn zZarge from
3 percent to 4 percent threugh the end of the carntury
(Raf. 25]. Richard K. Jr:r (seaisr maritinme adviscr for
Exxon Corporation) in a Septembar 1982 spzach =0 <he
Ship-Trans-Por+ sympcsium ia Rotterdanm, forecasted the
follcwing fcr world c¢il demand:

"Energy demand should grcw less  (than 3 parcent par
ysar)  ° -- fle cting sibstaztial improvements in *he
afficient use of energ . Slnce SOurcss othar *han oil
are exgectel %5 sup 10S of th2 increase2 in energy
demand, gr:wth in o‘l demard should be limiz=2d to less
tnan 1 pezcsnt _per yeaz. Hdorceover rowth in free-wvorli
0Ll demand will be “conc=antrated ia eveloping countriss
ess {which is) ... expscted +*c 3dzuble froa jast over 20

arcent tcday o near;] 40 percan. by the  year 2000.
ut szhce some, developin coantries ar2 alsc oil
producing countriss, 211 d2mari g‘ov*h in *these areas
7111 not 1eves=ar11y add to tanker "d2mand" [Ref. 26)].

Any discussion of the ecoacaic factors in <*anker
demand aust also include some refazence *to o0il prices zn4d
oil availabiliey. As 2il pric2s continue t5 incrcease,
competiticn +to reduce overhead =costs in the petroleunm
irdustry also increase. As has bzen mentioned previously,
transpor+ation costs are particularly vulnerabls to efforts
to cut costs. Technology ard consarva‘ion iaspired innova-
tion have resulted in numsrous cost savings, including pipe-
lin2 utilization and new tug and barge combinationms.
Effor*s to enhance thke usz of altarnative fuels are ongoin

in the worldwide s*truggle to acquirs cheap energy.
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0il availability, currenctly considecsd *“¢c be It
"glut" propcrzions, has +hs capicity *o simuitanzcusly
reduce -“he need <Zcr extensive stcrige (bcth land-tased end
arlecat) ard to spsed up £l=2% veyajas, As concern shif<«s
f-om cil availability and the nesed <o "store oil
water®", <o a concern for the cost 2f capital, tankers ars
lik=21y *o operat2 fastesr 210 laden voyages than iz %im:zs of
linited availabili+«y [Ref. 27].

Finally, within *he politizal acena, tankzr demand
is affected by both legislation and goveranzrntal Jdic-ums
rslated to ZIatracouatry oil transpdrtaticr. Impo-T quo=as
ard expor« prohibi<icns impact upon <tanke: flzet size ani
utilizazion. A cur-rsnt zxampla 1avolves =ha Alaskan lorth
Slooe sd>urce ia *he Unize

s

3
and *herefore increases th2 d4semand £feo- U. S.
o o)

th
(9]
r

¢il transpor=. legis
shipping can act as bot

demand. dithin the Unit2d States, he Jones Act protec:s
th2 U. S. £lag *anker €le2t by restricting carriage between
U. S. pcints to U. S. owned and operatzd ships. Most coun-

+ries have similar home flest protecticn 1laws
prohibit tc some extent foreign taakar dsmand within *hei:
ports.

In conclusion, <+the demand for tankers is generaily
predica~ed ¢cn how much o0il ne2ds to be moved and how Zfar it
has %o be moved. Geographic, aconomic, 2and poli+ical
factors further impact on tanker 131zmand by specifying the
type of *anker reguired and the size 0f the fleet needed %o
fulfill the =arket deamand. Currsntly, these factors are
impacting detrimentally on the prcduct tanker £fleet in
particular, by increasing transportation cos* consciousness
and therefore making alternative a1odes especially attrac-
+ive, and *hrough a general reduction in 0il consumption.
Particular U. S. 1legislation which is viewed a2s poten+ially
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threatening <o the U. S. £flag proiuct <azksr iardustry will

be discussed in +he nex% chap+ar.

2. 2 the Tankar Iadusity

=<
fr

'(n

ool

(11}

y s a funczion of bo*h the currcent

*.l

Tanker supp

availapl= p=atroleun haulingy business and fu=ure prediction

n

for consumption. The o0il bcom of taz 1960's, 213 the subse-
quant speculation that 92il consumption would con=zinu ko)
izcrease a2t the same rats, 2ncouraged *he building of a:z
abundance of tankers. Iz spite of ta2 =nergy consciousness
of +the 1970's, worldwide cil <zconsuaprion contiznued <o

[{

increase through 1979. Figure 4-2 illustrates this general
increasing tr2nd, particularly amoag the cenzrilized =zccno-

miss, where both oil prcductis>a and consuaamp=ion ars
xpanding ever into the present Jdaczia, Dsva2loping ccun-
tries have also increased o5il consuavtion £roam 14 percent in

1973 +o0 19 percent in 1982. Most forecasts indicate thas
this trend will con+inue bu%t will have limitad impact on
product tanker usage due to extensiv2 pipeline utilizatiorn
and *he hema location of crude oil rzsources ani zefinerias.
Within the free world, t he 2xpansion of the 0il econcmy
app=2ars *t~2 have ceased. Free world 5il ccrnsumptiorn dropged
12 percent from 1973 *o0 1982 as a percentags of zotal worli
coasumptiocn., This is perceivad as a period o "consolida-
+ion and re+trenchment®" for fre= world o0il conrsumpticn, whic
is likely *o last through the 1980's and, poten+tially, well
inrtc the next decade [Ref. 28]. As oil consumption figures
con*inue %o dacrease, excess refiieries in *he free world
con-inue to be closed and pipelins facilities expanded to
meet the new demand for cheap transportation of 5il.

The large number of tankers built in the 1960Q's
based upon the optimistic outlook for future oil consumption
reflected a ¢treand toward construction which continued
through much of the next decade. Even in 1979, when exireme
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cil rice increases and =relate o) i
changed <¢hs world's wviaw =owacd tha once easy =z=scurcs,

btusiness for <+h=2 precduct :tanker <l2st was <extrencely gcoci.

Irizegd, ther2 were scaccely eno1ga tankers <o mest  *ths
dzmand for <he suddenly precious pa2troleun. Tankers wer2
r2gquired ¢c nak2 numero21s stops at refineries during a

single veoyage in  order to fill thksi: tanxks, 321 *Le surge
toward petrolsum storage was

a
gled %o acguire sufficiens r=fined

products <o mee+ denani.
Injus+rial n3axtions (primarily Japan) atilized prcduck
tankers as well as c¢cuds tanxars <> aizintaiia "huge flca=ing
stockpiles" ¢f crude and -efina2d products [Ref. 29].
This peak u*iliizatien of <cank

kKzrs 1id no=-, ‘fLowever,
con=inus as pr=dicesd, As crude SLiL pecane moTe zva

avorsd %o incrszas2 purchases by a chas-

édiscoun* packages,
the incantive %o store large z23cunts of oil dscr2ased, The
enphasis c¢hanged 4o reducin transpo-ta*tion c¢osts  aad
utilizing lozalizsd facilities. Tha +*zansport cf£ lazga2
amounts o a2 viable 2nd reflscteld

f crude o0il cnce again b2:ca
fits of aeconomiss of szalz2 in oil acquisi*icr.

Increased ou“put by ncn-0OPEC countrias (i.e., Alaska North
Slove, Mexico, Britain, ¥orway, ani Da2nmack) also iapacted
on available business for *ankars by reducing sailing
distances and reducirg emphasis cn  th2 Middle East
{Ref. 30].

The tanker industry 12 the 1980's has £found i+self
in a s*tate of excess <capacity beciuse of =h2 burgeoning
business of the 1960's and 1970's, *he optimistic forecasts
during “hose decades for future 211 consump+tion, and the
resultiag trend by tanker owners %o build more and morz
tankers in order :to take advantage 3£ the markat. In spite
of the rather drastic change in those expectations in %he
early 1980's, many tanker owners (until fairly recently)
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con-inuad to r2%tain surplus <ankers in the belief =ha< =zh2
market would still +turn around ia thei- <favor, As  <he
fallacy of *ha+ ou*lcok bscame clear, =zanker cwnars bzgan =o
ss2k ways in which to ra2duce czpacity ard lower echzad

o
ccs*s. An examination of the taiker iandusct:s peteXs!
tharefore include not only thcse “azkers still ia ope
tut those *ankers which have besn "laid up" ani +ho

have been scrapped. Th2 fact that such a division o
Tascurces must be made is ample indication that the ind
is indeed suffering one of Its >rst business perio

MEROT Y.

B. THE WORLDWIDE AND U. S. TANKER INDUSTRY TODAY

The current state of the worliwids tankzc indus=r-y is,
in a werd, Aeoréssed. Thz 27 Jaauary 1983 issue of Faicplay
explained +he situaticn as £follows:

.

"So deeg is the current oil chartsr  narket depression
and So few ar= the prospects orf 2ny ZiIaprovament iz the
foreseeable fu*ure that shipownars may be forgivern Zfor
uestioning the wviability o staying in  *he business.

nipowrers efforts to hait and rzz2versSe the widening of
the §§p between tarker supply anil demand resulted in a
doutling c¢f *tonnage s0ld Ior_scrap 2nd a re¢ord volume
of  tontage coaditted. to _lay=-up. A simultanecus
shrinkage of world cil d=2mand however, meant tha: all
these exzrame and commendable 12asuTés improved <the

¢trading scene rnot ore jot" [Ref. 31].

Pigure 4-3 illustra%*es the <changing suoply and demand
for +tankers vorldwide dJuriag 1931 and 1982, and th=
r2sulting increase in tank2r surplus. dhile the ertire DWT
figures for the 0il carrier market have changed r=latively
lit+«le, +the growth in inactive tankacs and still operating
surplus tankers is extrems. The <continuing use of surplus
tankers is an indication of tanker owner attempts “o0 retain
exc2ss capacity in spite of decreasing demand. Part of this
may be based upon sowme retainei optimism, but a considerable
portion is alsoc based upon:
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"...a fast declining losvel in th2 scrap valus of si
oing, a qlut in _the scrap stezl lnduSt Y i2 ae
EaSt, and’a marked lack_cf iacgativs for any *am“l
yacds +o laprov2  their facilities or £5 irtreasa -
capacity" [Ref. 32].

.(,
Mgy

RO RG]
[ SERNE NN ]

&}

The operating tarker surplas comprises =low-s*teaning,
f

deadfre2ight, increased pert =<ime, :=xcessive pzc-icis cf oif-~
hirs and temporarcy lay-up. 3low-st=2amiag, considered <hs
largest componant of tanker surplus, accounzad for an esti-~
maced 73 million DWT (or 57 percent) 2% =zhe %“0%3l cperatizgy
surplus of 1981 of 127 a:llioca DWIT [R=2£f. 33]. Al*though a+
least part ¢rf the <reasoOn T&NKer OWIlsSZS T&es9r:T T¢  slcw-
szeaming is based on the soaring price 2f Dbunkers ovar tha
las< saveral y=ars, it 31lsc reprasents in 2Tt emdT TO kserv
vessels cat ¢f lay-up. Deadfreigac, or pazs-cac-gcinz, \i=
espacially prazvalsnt among mzedium-sized %anksrs, M"where +hs
structure of freigh* rates providss *h2 Irnceative <o accept
n £

part-cacgces and to enter 1
ports normally served by samaller

The iractive <tankers represent2d in Figurz 4-3 include
those tankers which have bsen idle in porst £or “wo months or
more, ace laid-up, damag=d, wunader repaiz or engaged in 2ff-
shore storage schemes ([Ref. 35]. As can te no%ted, inac-
tivity increased sharply during *the two years depicted.
Figure 4-4 illust-ates *total wordwide inactive <onnags
through the third gquarter of 1983, as well as repor+ted sales
+o breakers (or scrappfings) in the tanker fleet, As scrap-
ping continues a+ these extrem2 rates, ina spi<e of the steel
industry cecession and reduced worli Jdemand for scrap, the
tanker flee+t is "pruned" of scme of it excess capaci:y.
This 4is shown by <+the =2avideat stabilization »5f iractive
tonnage rates in Pigure u4-4, Nonstheless, <*anker surplus
worldwide is still estimited to =2xce2d 150 million DWT of
total o0il carrier supply a* this <ine [Ref. 36].
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The Uni+ed States flag *tanker flzet ¢

vessels ¢f 5000 DWT cr more In both cl=aa
of | Oc=wober 1983, Figure 4-5 -1l
cilean preéduct tanxercs

a
S W

alaost ccmplete reversal of ths ra+«io oI ¢
h A
.l

crude) <ankers during “hat pericd, side

tioned economic facters, a cornsidacable facsorz i =iis

reversal involves the rvush by small product <anksrs =c =h=2
c

ctude trade provided by %ths Alaskan Nor<a Slops. Tk
is nonezhelsss sever c 1 =e
Sealift Command and +h2 DOD z=2tr
Figure 4-6 fur<her delineat
izventozy of tankars  in
indica*ss “hat o2nly 60 cizan  =apkass withiz tine croiva=zly
owned £lee+ are avalilabls for u+ilizazion.
1983, 35 v=zssels carpablz of carcyin
sditched to the crude %raise, as ill
o!

3 u
u E n u

2 additional 32 <ankers within +*h2 product tanker fleet arsz
curzen<ly lz2id up indefinitaly. Th £ e
seduction In lay-uo> o0of <+wc vesssls @il

batween 1 May and 1 October c¢i this ye

a
Based upen mack2t fernc2s alone, <the trend appears t
r

strongly iz +*he direction of i=z=cre

- centinu2d decr2ase  in th2 nuaber 5f U. S, flag *ankers
Ef available. The Military Sealift Compazd, i an a<*empt %o
-~ forecas* £future availability and consztruct its fleet suit-
?ﬂ ably, has estima*ed <that marke% f£or-ces alene wWwill further
&; decimate the produc+t tanker £leet by 20 vesssls Ety 198s6.
if (See Figure 4-8) This potential <c=2ductisn in excess
ﬁ'. capacity and tanker surplus (primarzily +throsugh scrappin

may enhance the U. S. flag tackar Dbusiness through sh
survival of “he fittest, but will simultan=ously undermi
tha capability of MSC to mee* DOD p2troleum hauling regquire-
meats with the product tanker in bo“h peacetizz2 and con*in-
gency situations.
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this country. Curren* l2

fur<her diminish ¢4is s«ruggliang i1adustry. Thzse l33isiz-
tive factczs and  anticipated impacts rCeposssnt a2 vital
nili+tary oplannsrs, zand

concern *o0 bo+th tanker cwners aai
Will +thersfcr2 be discuss:zdi a
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V. 0. S. LEGISLATION: CURRENT AND PROPOSED
The United S*ates gevernment hais 2videnced considerablz
adcpting, diz=c*ly

concern for +hs Marchant Marine £l2z% by
or indirectly, subsidizing legislatica
lagislation has included the Joz2s5 Act, Zenstruc+=ior anid
Overating Differen+ial Subsidies, Titles I Faderal sShip
Mcrtgage Guarante2s, Tax Deferzed Ship Cons<ructicn Funds,
and Censtruction R2serve Funds. Wh2+her thesz acts havs
been successful in  nurturing a Merchant Maripe reilisz3 upon
by both commercial and mili*ary sourc2s is a mz<=z
ccnjecture. I+ is safz to assume, howszver, that
high cons*ruction and manaing costs associated wit
ia +his country, unsubsidized U. S. flag vesssls
extreme difrficul+y competing w#with the world f1

Within the U. S. flaj tanker flzet, the Jnnss Act i:

s

particular has provided some relizf to surplus condi=ions
experisnced ia recent years. The opening of +*he Alaskan
Nor=-h Siope in 1977 with 1its asscciat2d restrictions on oil
export offerad some refuge <o taz growing 1list cf idle
tankers. At least a porzion of +the *anker surplus
(including product tankezs) was =2bsorbed by this exparndiag

rvation of

Alaskan <rade, based upon the Jonas Act ces2
coastal shipping to U. S. £lag vess2ls.

Curcent and proposed legisla*tion, however, now threaten
to offset +the relief hsretofore provided. dizhin the
product tanker market in particular, there are three legis-
lative issues which are viewed as having potentially detri-
mental impacts upon fle2t survival. These issues include
the Por~ and Tanker Safety Act of 1978, the Alaskan North
Slope export propassal, and the DOT CDS repayment issue.
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A. PORT AND TANKER SAFETY ACT OF 1978

-

The 1973 Protocol, sponsored ov the Inter-Sovscnman=al

Maritiae Consulta*ive Organization at the 1974 Szfz<y of
icn

Life at Sea Convent (SOLAS), bzcage affa2ctiva on 18 Mav
1981. This Protoccl introduced scringent navw safety aseas-
urss an polluticn prevan+icn £3ic4ors  for in<a-nzticral
shipping. The Uni%ed Sta%*2s adopt2d <has2 acasurss in<o th=

a
Pcr+ and Tankar Safe+y Act of 1978 £o5r all ships calling a~

(=
.
[¥7]
L

pcrts,

The most significant »p
T

tankers is ks reg 33) and
Seqregazed Dballast systems on existing proiuct axdl coais
*inxers. S23greyat=24 ballast syst23s 3ppsar %9 beé priaerily
polluticn crientad, «ressrving ceztiin  tanks €or pallast in
ctdlzsr %o de=er cut-numping of cexzzmiazatzd gasscus wmix+sures
from c¢ther tazks tc mak2 wavy £o5: ballast. Inez* gas
systems, ca the other hand, ar=2 safaty mozivazed, =cequiring
asn- lagmatary inert gasses ra+hs: than inflamm2%0zy oxygsn
combinaticns ia <tanker sys+<ams. Tae IS deadline for

existiag product <ankers i
was 1 June 1933, altho

13
sof~ening of a+*titude rsgarding thos2 <tankers operating
5da

n ta2 22,000 to 79,220 DWT range
h <-hersa 1is some eavidence cI 13
between U. S. pPorts. All 12w prodact <ankers conzraczeid
after 1 June 1979, or d=2livered 3ft2r 1 Junz 1982, are:
rzquire? tc have iner*t gas systzms i2 use when delivered in
czder to carry any cargo. Segrzzgat2d or dadica*ed clean
ballast tanks are requir2d on all cl=2an product tankers iz
the 20,000 +5 40,000 DWT rang2 by 1 January 1986 (o- waen
thay reach 15 years of ags, whichever ccmes first). Clean
product tankers between 40,000 and 70,000 DWT were required
+o have segregated ballast sys*tems installed by 1 June 1981

(rRef. 371.
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This law adds millioas <o =+ Ccons%truc-ion ceoswz ofF
ankers, and Is es*ipated to cost aporoxima%aly 38 @iiliorn
for retrcfitftin on existing =zankars [Ref. 38]. Tr. adii-
tion, segregated ballast on exist
"reduction in earning capacity bacause th2 vesssl loses
pacizy" [Ref. 39].

Figure 5-1 illustrates the IGS situazion for U. S. £flag

ore-third of the cargec carrving ca

tankers cn 1 May 1983, orn2 monzth before Lth2 inszallation
d2a3ilinsz, W21l over bkalZ +he £leet in +he 20,000 <o 5C,000
DWT vange wera 10t eguipped with ISS, and caly 13 ships
rzflected definite plans <+«o install IGS to m=2et “hs new
TeJulirements. Within <he proiuct “anker £lee+r in partic-
uiar, reluctance +¢ invest in IGS installation is a c-aflec-
tion of <the proihibi+tive cost, D22r *tanker npazckst 224 ths

relative ags of the fleet, Figuzsz 5-2 illustra=zes tha% the
U. S. £lag product *anksrc £l

€
by ships constzucted moz2 thar “wsaty years ago.

"dany cwners of older vsssels, with little chance oi
sacuring wortawnile trading, are unable to justify <he
large exoeni ture asscgiatéd with rce*rofiszifg and this
was undcub=edly one Of thae r2asons conzributing 43 =he
igher level of scrappizg duzing the year" [Ref. 40].

Segrega+ed ballast +*anks reJuirad in <h2 20,000 <49
40,000 DWT raage by 1 January 1986 ars expected *c further
decrease the number cf availabtle U. S. £lag product tankers
currently in s2xistence. New product tankers, with IGS ani
segregated kallast “anks included 1in originzl zcnstruc+ion,
are relatively fev in number. Thase n2w cons*ructior addi-
tions are also expected to incr-ease the size of new vessels
to offset the loss of carrying capanility and eahance econo-
mies of scale. Those new product tamnkers in construction
+end to be in the 50,000 DWT rang2 and beyond, precluding
tham f-om eoffeciive MSC wutilization (Ref. &1]. Present
tanker owners unwilling 45 invast in retrofitting face the
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Bl VDR A

OB LA
v atale

altarna=ives 5f scrafpringy vessels or moving intos <he fcozism
trade markes+, The lat=er doss nct n2cessarily c-eprzsan= a
longy-ter-a cption, thowever, as mor: 21i more nzticons zaziis

The ©Pc¢zt anid Tzanres

o}
*he 1978 Pretscol inzo local law.
Safe+ty act of 1973 iz <ke Unizad S

applies to forasign £lz23 tankers enzz2riang M. S. pOrtTs.

B. THE ALASKAN NORTH SLOPE EXPORT ISSUE

A seccad lagisla+ive issue, curran<ly oz2fcr= the U, 8.
Congress, involvas <h2 potan=zial apporcvel of oil =xTosts
t-om ths Alasxarn Nortth S1l2p Tasecve., Alaskan oil sxrocts

e
Tepresent an  sxtremely CoOatIo

. The Car-=zr adminiszoa-
tion *-ied 223 failed “wice io 23IforTs TOo  22s2 2XgOT-
Tz3wrictions in *his z-za, A= <he tige ¢ “his wrtizing, the
curzent renswad deba+te 13s act besan d=ciied, al=hecugh =hs
m2jority of coinisn indicates that thers is little chance of
3uccess in o7er+urniag cusTen< zXpcre Tastoicticns.
R2gardlzsss of “he outcoms o£f <he prasan*t Zeba%e, tiae Alaskan
cil expor® arjument i1s lik21ly *o continuz for aany years *o
ccaz2. Ffor tha+ rea i

>

son, it is psctinzat 42 discusz the

impliica+ions of this icssue with rag a
product tznker flee+

Alaskan crude o0il zxport ces=trticzions are inccocrporate?d

in ~he Trans-Alaska Pipslirne Autihdriza*tion Act (TAPS) of

1973 and in *he Expor= Administration Act (FAA). Altrough

n2ither act bans 2xports sutright, Zoagressional approval is

r2quired before exports can begin.

"Foreign sales of Alaskan o0il ac2 now peramitted onl g
several criteria are met to ensur2 that exports wcul
in the best interest of the Unitad Sta+es. Thus,
definition any t*emgys to gut ths =2xisting safequar
are themselves p;oof hat +he perpezrators dc =rnocf ha
America's 'best interest' in mind® [Ref 42].
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The repcrt further stacze
h2lp Lkalance <he ¢z
ta<ion cos*s  (

d
GulfZ anld E , 2ni wcuald iacc2ase U. S, windfall a

b
Mexican 2ad M%id=a
0 )
ceipts ([Ref. 44]. Th2ir positicn in  <=his
issue has beez strengthened somewhat by the appointment of
Mu e

new chairmarn of ths

o

o] owski (Reg., Alaska) is *h
Poreign Relations Sub-Comaitz22 sz East Asian and Paciiic
s, eand by the Reagan adamiziszratica's emphasis on

2 az
interna+ticnal *rade and anticipated =snssgy sscurity benefi+s

a
cnen+s include M"+he domastic amaritime iadustrcy,
cf <+«he Pananaa pioel'ne, various consumer a

g-oups, and the major adlaskan Norta Slope (ANS) producercs®
{Ref. 45]. Primary emphasis by <+he opposition has £focused

4

» the potential effects on the tankar indus*ry, increased q
reliance on foreign oil, and anticipated cos<s =< the ]
L

government. The American Institute of Merchant Shipping
. estimated (in a letter to President Reagan ia March of 1983)

-
7 IR

.
‘s .oe
ala e 4
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¥ +ha* approval of ANS exports «“ouil <r2sult in p2chaoz =z 25
. percent <c 30 perce2nt loss of ac=ivz U, S. flag “anxksrs, zail -
i mor2 *han 6,000 shipbcard and sho-szide jebs. The lzzzev M
- \
N further stat2s that adiitional r2venues to tie Staz3: of :
~ - - :
- Alaska and windfall tax rrofits <> th2 fedsral govaInmnens
s will
" "... com2 directly from the shioping indus=rcy which vill
o economically devastatad. The f=d2ral govaragsent will
lose <ome $300_ aillion to  31.5 billien in <federzlly
insursd Title (I mcrtgage 103an juirantees, 23  Wwoll i3S
;- the 1lnss cf <«ax revenidsd es+timatsd at 3$150-200 npillicn
; Ironm_ *he vessel operators in taz_ Adpestic tmade who
. would pe iciven ouat of busianess and their eaplcysss wag A
- would be Zocced ou4 of 2aploymenc. The conzumer woll 5
5 save notainy, _aad during an_ ~emecgsacy the consumer anid .
- “he natior #:11 IZind th2msslves saort of crude ol znd 1
) wiztho:! 2rcnant 4acine 3abiz to zmove coude cil o oz ‘]
- 5180 seas alli-arv depoloyaznt" [Ref. 4617. d
. 1
e P
‘ "
- Althouga ac=u2l numbers 3if€er from estima<e <o estimate, i-s k
-\ ‘1
B 3zo2ars generzlly accep<zd tha+t tha fzd2rzl gevsroazns woulld Q
of N
- inized lose morey throuch i=fzaulted 1loans by f2iling =a=ker R
- K
btisiresses, Consuaer 4Jzoups contznl +4hat, al<hough ANS E
- exports will hava lit<le price impacs: 22 Gulf and Zast coast ]
7 refirneries, M"thodss ¢n %he West ccast will undcubt=dly ray
- moz2 £or their crude" [Ra2f. 471 This view is bas=24 uapon
tha expecta=idn tTina“ dest coast Teflnzriss woull bHe raquirsd d
: +5 irncrease prices (so as %o balanc2 sxpcrc* comaitmerncts)y in 3
. Y
. czd2r “c rezalin access o ANS suppiizs, X
- The three maior ANS croducers (Zxx2n, Arco and Schio) K
app2ar equeally uanexci<ed about a short-tera ANS axpcr: a
prograa, primnarily because <+thei:- own flez+4s are heavily N
: . - . , . o s ) h
2 invelved irn AYS shipmen“s within *h2 Uni+ed S=a%tes. Such 2 4
program woull have <the same devastating impact cn +hese ;
4 flz2t¢s as on *he government own2d fl22%, and would -spresen* (7
- &
- serious shert-term losses in investaeit unlikely <o be ]
- offset by incrsased income [Ref. 48]. R
|
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product *anker fleet in particulac [Ref. 50]. Whz<her <hsz

proposal achiaves passage by Congrass or is again def

th2 ANS export issue is likely <“c zemain 3 battlagreouni Zero

sevaral deczdes, Whilz itvs defeat may no+ save <hz prcduce
c o)

tanker t£lee< from centinuwed reductions, its suc
e

car=ainly ensire 3 more rapid damissa. Opvesi-icn by ma2rc-
hant shigpers 1s likely = remaia s*rong for the durazion
howe ver. In the werds of W. M. Benka2r=w, Presidszn= oI *tas
Anmec-ican Institute of Mezchaant Shipping:

"We can ascsztaln nc subs+taniial bsznsiic 20 thsz nezicnal |
iatezests 2% the Unitzzd Stz2tes Zrom the 2xpert c¢3 1
Alaskan _¢il, and ... 3see considzzabple n232tive and 1
dzstructive 1lmpac+. As a c»o nsejiaace, we als and musz f
L3 s4congl ofposed to this proposal z=nd hooe ths =iz d
AdministZz®ion and Congress “will not nake such 2 {
mistaken pelicy <change whica @iy wWwsli Dbinaiit fecsign {
interssts bat can only de nothinl saort of 2 acnumen-al i
biunder with <=IZespect +*3 21l aspzcts of Jnited S=a=2:s 1
national Inztszraests" [Ref. 517,

C. CONSTROCTION DIFFERENTI AL SUBSIDY PAYBACK

i3 govec-nment issue with 2o%*en*ial dimvnact upon

h
+the U, S. £flag tanker fleet iavolv2s a propdsal

L PO S SN S P

b

Dzpar+asnt cf Transporta=isn =0 3.low "+ankers of any sizs
cons+ructed with CDS funds and prassntly operatiag in the
forzign trade to enter and operate i1 the Jones Act *toade
upon *otal repaydent (with intarest) 9% the unamocr<iz B
aaount owing" [Ref. 52)]. This issn2 is presently befcre th2
U. S. District Court for <tae District of Coluabia, based

upon charges Dby the Indeperden+t U. S. Tanker Ownars
Ccmmittee that DOT overstapped its authority in issuiag such
a policy. The case, however, actually began ir *he lats

L n Ao Ar & a A A2 &

1970's.

i
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L The Cons*-uction Differential Subsidy is a po-ogroax
‘ rine

established by ths Merchant Mz
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to place the constructicn ccsts of st
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itself is generally defined as
u

bztween U. S. shipyard cons=:c
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a
cons*truction, ither compezitiv2 bidding ¢ =
ccatrac: pxicss xay be autilized o a v

within astaltlished sta*utory ceilings.
n

rizimz Adainistrmaition =

¢ domestic =rads (whace ANS o0il was

[STRENV} )
| BRI S Y

k

cifer new zuployrens for =angksos). Subssjuszas iaterinm

h by <h me

nly «#here "financial nazdship was iavclvad azi :
n excass 28 100,300 OWAI" [Ref. 53). .

T 5 1982, +hz U. S. Couct of App=22ls revoked :

Almiais=:
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rim -ules and dicect=zd +taza* new, DPsraanent ITuUlss
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e
lanmented. In January of 1383, <1
2
e

a
tisn issued its proposal to allow =ankers of any
T

r
tr
el
W

atez ~he iomes+ic tzadsz, wi
ial ne=d raguirament d=2lez=d.
t

c
sheuld be ncted thz
u

o I “he CD3 rzpayament issue and zh2
f ANS expcrt issu2 are Intricately coanac+ed. Ucilization of
. the CLCS oprcgram prohibi«s a *2nker £f-om U, S. domes=ic

traie, However, the primary rationale for =ra2-en%ry into

+hat +tra2de a%« the present time restcs upon <+he ANS donmestic
market. Should <+he ANS export po>licy be approvad, CDS
tankers would have li¢tle reason to desire re-entry into tha

a domestic trade.

LR Do 3 NSNS A

;

Since *he Stuyvesan* cas2 which ultimately rasulted in a

(¥ SN

L directive requiring ©precise policy definitions of proposed

CDS repayment issues, the Maritime Adainistra<ion has
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adopted a "m2antime" volicy of granting temporary walivsrs of
a

domestic trade rsstirictions for 1large tarnkers buils unier

the CDS progran. The Maritime idninistretion has qran=zi

cver 25 0f ‘*these waivers fcr vsry large class cazciers

(VLCC) since 1978, +the @majority of which have bs2n for
e

periods ¢f s=ix nonths. In 1882 alona, X v
approximately 900,000 DWT of capazi<y €0 <th2 Alaskan <cil
trade [Ref. 54].
The ra%*icnale ba2hind DOT's prcodsad4 unlimited CDS repay-
men< appe€ars to rest ¢n a belief that the U. S. £
would b2 imoroved through a survival-of-<he-Zittezt ex
men<. Charles Swinburne, DOT Dz2puty Assis=<ant fo
and PFrogram Da2velopment, indicate .0 *t=s+inony be
House M=rchant Marins Subzemmitt2z 1 Mzzch o0Z thiz  y=za:z
c
u

th2at the 9opropesal would c¢r=sates 3 "bumpiang poo
i ou

S <he "Ysmallsr anid

current “anke- marke=+.

DOT es=ipatas that there ace currently 13 subsidized
VLCC tankers with a tctal capacity of about 2.5 million DWT
that would be 2ligible f£or CDS rcepaym2nt and 25tTy into <he
ANS trade. TIf all 15 tcok advantags of *he proposal, the U.
S. Treasury would crec=zive an @23timated $475 million
(including $275 million in in%eces%) in rspayment [Ref. S56].

ially devastating

ol

In reply to gquesticns regarding th2 potea
a

n
effect o0a curcen* vessels in <he trade, Nr. Swinburne

countered:

"... the very stiff financial cost for a CDS, tanker to
re-enter, 2 substantlal capital iopves+*ment akin to tha+
of a new domestic vessel]l, ur_anialysis did nyt conclude
(that) if all fifteen VLCC's eonter Zhe +=-ade it is clear
that scme existing companies will b2 harmed, but “here
are relative degrées of_harm ... davasted is an extreme
degree of harm" [Ref. 57].
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The Reagan administratio
cf <+the DOT proposal in dits continuing =£ffort <«
subsidy progrias in gen2ral. N2 @mo1ey has be=n budc
+he CDS program in the past two y2ars (as 2% Aapril
which r=2flects a substantial change fzoa th2 332

L. thus far has been siappeortivs

per year subsidy pregraa  in 2£ffsct wher 2rasident  [eagar

took office [Ref. 58].

Ahile DOT continues to irsist that "tns nazional =ccaony

will benefit because cverall ol =ransperctaticn cos*s would
be brcugh* down bv the grea<er efficisncy of tha r=alatively
new subsidized tankers", oppon2snts cf *hs prordsal con=iausz
to pratses* what %thev view as y2t anothsr instance of govara-

ay
a~ *~he Hous2 Merchant Marine 3 it*tese neazi:z aeld in
Mazch ¢cf 1383,
Ran He=tzna, appearing on Ltahalf o¢f <thz Azericarc
Ins-i*ute of Merchant 3nipping, stated:

"de never dreamed tha*t +the _ground <zules that firaly
saparated the iwo +“radss, , aad rajuired shivs buil+t wit:
subsiiy to operate exclusiveliy 1if fo:e;gn,t:ade, would
b2 subvertai. Anyone could ass2s535 coasiwise supply and
d2mand in its own teras, and back h;s_judgsmeqt with xis
own mcrey, Wwithout Zear *that =he zonditioas_o5f <he worla
markez #oiuld be abruptly importei. Suddenly, however,
the whole subsidized £l2et is to b2 allow=d to abandon
its statuzory and ccntractual comaitmen+s, _and to flood
intc 3omsstic trade, which will D2 Jdesiroysd. Is it nce
profcundly unjust that tne govarrmant Sheuld talk of
recovering its igvestnent In "subsidy, which it appears
*o think was a mistake, when tha+t racovary can only +=ake
place at cur expense" (Ref. 60 1.

Michael Klebanoffé, President 2f <the American Mari+time

Association (and 5f Ogden Yarine), said:

"The new proposal ... %akes up tha position that artifi-
cially forced competition, the <=creation of the govern-
ment "against the_ basic policy ,of the  statuté, is
desirable in | itself because 1t will eliminate "ineffi-
cient" ships in the domestic fleet -- meaning, it seens,
smaller tohnage, “he ve:z tgnna g, bZ the way, tha“ *he
Navy “ells us 1s essentiil for its <artime obperations.
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Th2 permanent introduction of 2,6 million DWT cI zias
largest subs;dzzed toanage 4ill drive all indepsnizn-=
tonnage from the Pacific basin; according to Qur caicu-
lation, =he Azlantic S¢ie of "th: ilaskan br;ue4, dnich
has already besn much Teduced by the Panama pipeiine aznd
other commercial ccndl‘lons, 4lll 2q *:s under  »ons
millicn tens of non-proorle*aby_sh'pp‘ng ainst which,
i*7only <er subsidized’ skips in tae 9), 340 DAT range
should en=er, there will then be over taree pillisn <dns
0% moderrn shﬂpplng competing for the business. That is
a formula €f5r e&concmic disaster" Ref. 61].

Finally, Maritime Izasticu<e Z0r R3search and Indus+trizl
-
-

i
ent Julian Sirgnax 3%2+24:

“Ta cur cpinion, =nc proposed ruls or regulaticn that we
have Sseen in many yeals has besn capablé of making mooe
mischief for the American merchan: narine, The lo0ss o%
.cnnagaﬁ the 1loss of Jobs ani <ae 1lcss o2f dsfenss
prepaZedness cs1ld be enoZmecus" [Ref. 62].

The ¥ili*a-cy Sealif* Cormmzni's 3113lvysis o0f CDS repayment

impac* u1pc¢n the prcdiuct tanxszoz flszt o a a

loss of 20 *ankers ia *Lke 50,0030 DAT
2

a precposal is enacted, . Their £ - 1986 iacludss
only 74 produc* *ankers in the militarily useful ar=sna, ani
rhaps only 125 vwa2ssels in the eatizz U. S. €lag *tanker

ne
t'
fl22¢ (including czt

1 carriers)., DIheir predicticns for the
product <tanker flee* by tas yea- 1986, based upron a=n
approved CDS repaymant policy, arts illustrat=24 ia Figuce 5-4

by erployment within +hes marke= (R2f. 63].

The <hree 1issu=ss discussed in this chapter appear 4o
reflect a change in attitude by govarnment agenciss toward
the U. S. M2rchant Marina, Regula“ion which has his+tori-
cally been oprotective in nature his given way to a “rend
toward derequlation, and a seeming celiance upcan competition
and market forces to upgrade ani maintain 2aan efficien*
flzet. Although the results of <this changing attitude are
based, at presen*, «c¢nly on prediction, there appears %o be
sufficient grounds ¢o expect that approval and enforcenment
of such policies would inleed chang2 to some exta2nt the
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.- appearance of the U, S. flag taanker flze<x, How =h= DOD
b .

v

petrclaum distributicn systenm, and the Military
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Command, will or should —«react o +his changing rzso

D

ervironment is an issue causing sscious debate and cozsidzsr-

Cateta

FLANLIE B i goud

able soul-searching within the military comaunity.
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A. SUMBARY

ably impoertant systen

®
[oN)

0
m
=
L)
3
i
(o)
3]

o]
=
o
-
[N
[¢]
$s
ot

~3
.

coul

te rsquiss-
<c func=io:x
also, out+
D0D
conaduc+ its POL

= systen is

£
na2%ura. OWNS 1O refinerij
D

to usiness.
en ra2fineries and £fle

This

comaaercial

1

e
needs. strong reliance requires ths systzm
o}

ez ¢t
Ouz

its21€ in commerciz panrer in o:

equal basis with other customers. of a rsgquiremsrnt %9

profit (or at lea

0

maintain cost efficient operatioas,

ard
reflection of
bo+th DFSC
changing businzss

treak-even) oriented goals funding processes are

ccamercial
and uscC
of POL

u=ilized in a enterprise
the

affactively.

Revolving funds enable £> conduct
flaxible
Only dindividual service fuel requirements
part of +the DOD with DFSC/MSC

distribution 2xpenditures refunded by service customers.

and esver
are actually 2
and

budget, acquisi+«ion
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Within <his coamercial c¢ontex:, DFSC =acts as DJoi's )
nZxxon'" (urnder exclusive coniTact) £5r 20L procur=naenz ani "
routirg, with Jata obtained from DFR/JP0 2agants -egaTtiing ]

rz3uirements. Th2z MSC Tanker Division "shl
Q

p
elemen= of <“he *ransportation —rC3sourcss available w2
3

DFSC £fnz- POL zovsment. Zssentially a <raa> ~operz-=isn by .
definiticn, MST tankers have no hoamas pocct. Instead zhey ﬁ
travel ccatinaocusly worliwide 2o pac-fora pickup and Zde2livery j

v h c 2 :

1
.4 VRS

j2)e X ean *h2 2ajor Zocus oI MST atiliza-=ion,

This spscializzsd product tank2ar has oocvided =—he necessacy ;
saf2 ccomepaTimenzalizeticn ¢ a2 waristy 2% PCL 0 rrcoivcts, ]
rela<ivs speeid and £lexibility of sp2rations desexzed nsces- :

Ter years agc <th2 precduc— “anker Iindus=zv  was = ]
turgecning businaess, zxpaniing -ipidly €3 an2a2t suTplius 3
d2mand. T3day it Is in a2 state cf c¢ollapse, #ith growing ﬂ
€XC 285 capacizy and increasin 3czap 323 lay-up activizias, j
whil2 DOD's emphasis cn cost effzztivsnass has not changzgd, 1

g
it has (alcng with the zest of thz worli) andarlinzl <ha-= 1
caphasis by ac-ivaly seeking chzapar 2o0d2s o0f POL transsocoe, q
oftan seemiagly withcut rzgard *+¢ rszdiness. rhe resulting ]
increas2 1n localized zefinerys/pip2lina/tug and bacge usage .
has played z nmajor pact irn the declinz »f “he produc+ tanke: ;
industry. %

S
Legislation within the United Stazes promises <o play an
ever larger role ia that declias, as tha2 gov=2rnmen:

evilences a changing attitude toward tne Merchant Marire in

L

general. Protective policies of pist d=scades appear %0 b2

P

giviang way to a reliance upon amarkat forces and a 4isincli-

e .

nation for financial invclvemen+ ia 0. S. shippiag.

NP s
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ne2d is nez

-

AR A AN BT Al S A ad
Figurs 6-1 illus-=ratz=s the declins in militarily u=ssial
produc¢t taankers over +*hz las<  *hr:z dsc=ies, A dzciin= in

a1 unusual phanomenon subsaquent o con-iagzhov
a g

ard waz situva<ions, and ta= rowing size ¢©I *tznker-s iz
rz2flactsd i -he auch slowar d=3clins i1 dead weigh= =onnazga.
There has bte=2n, nonethelass, 4 vy 32322 dZof ia tah2 2ass
decade. Forszcasts indicite tha®t tals dsclinae is lixaly =2
bz pazrticularsly ste2ep for  <h2 zZeazindss of <22 13989'z a2+
l23sz%, ¥ilitaczily useful product %tank=2rcs ac: obhviously =2

tazistics (i.2., size

are rpacticularly

scanarios.

+hey are

tages. Nor is it cartaina +hat ths
not rteflect a natural markzt pruningy of an outda

ccst cecmmedity,

natives.

of the mcst expensive diszrib

thus highly susceptible <o cost eff:

losay 2uwlook nuss

hat 29 How ganuinely ifampczzan<t is +hz milistzzily
uct tanker in the fuatur2 02D petoolzsian lis<rizu-
i both p2zac2tixzz and  CORTILGSNCY S51TwE=isna?
is “zak2T- 4o =hatT 70 otas: mods can? whazt makss
22 =ae clean DT2CIUCt  tan<sr Ilszet i mathar of

Al=-houga <+herz is -e

se
ortation in gernaral, wvery limized Iesearch sxists
v the t

ank
_v cecogniz=ad, however, tha* th2 :
flexibili+y and ca:go charcec-
and militazy POL compa*ibilitv) <thz
adaptable *o warzia=2 and corntingency
tablished %hat |

necassari S
mcde of <=ransport offering

I+ has &nct ly been e

the cnly such advan-
present sitnuation dces
ted and higk
Wwith pctsntial replaceaent by be+ter al-er-
What 1s certain is that ¢h2 product tarnksr is
ion elements for 20D, and is

c«iveness policies
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u
11ing, +thazn i+ is n2c2ss3ary o explsrts =h:
n and behavicr that can be uziliz

+ To retain it as a viables ressuccs.

B. CONCLUSIONS

There appear to be three general ac+ion
consideration regardiizg the potantia
«anker fleex:
1. Taks action %o support and main-ziin
product tank2r availaoility;

2. Adant *o0o %he changing eaviZcnment;

3, Jr 30 ncthirng.
Th2se al%=zrnative actiorns will be discussed primarily £zZor
an 41SC v nce “he cs< vi-=z210ly

a
n discussiag *he first al=wernitiva, it is
£

I a
kzloful to iInclude 2 ndmbs- of ac=is’as which MSC

£ied as having value towazd 2 policy o¢f re=zaticn 0f +hs
proiuct tanker resource, Included are strong DID oppositio:
*c bcth CDS epaynent and ANS 2xports, as well as several
indizect subsidizatiocn schemes. Th2 lat*er iavolve =hs
suggss+ion that other employment be crzated for small cl=ear

proiuct tarkars, such as increased afloa= s=torage an:
refueling a* sea respensibilities, or that <ha HSC fleer b
opanly over-sized to mee= contingsacy raquirements ra%he:
than peace=ime needs. In addizion, they suggest <+ha‘
curzernt conm2rcial surplus <tankers Jdastined for scrap be

purchased (at considerably lower prices) for expansion of

()

th2 Ready Reserve and National Defense Reserve £leet

inally, they sugges* that dizect subsidy, when comparec
with the costs of reduced <capability, may be the 1leas!
expensive alternative in the long run.
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Aside from opposition %c CDS rczpaym=sn* an
a

each ¢f these actions designed to c=2+ Juct =anrs
fleet represent a considsrakls cost o DOD ard <as jovara
s, Excess capacity, 2s the comaszcial izdustoy  has
discovered, is excessively exvansivs. Funding for bc=h =hs
BRXF and NDRF is a budgat i+ which r©2ceives anrnual pzins-

H
r
[

tzking Congressional atter
acqnisi-ion and mai
rescons=2. Th2 aflo
one which cequires £

T
u
any acticn., Ther2 is
¢

some question, morsover, 2as *o wiheTher
the tug and barge ccagbiazticn might 2ot be ths all around
bzt<zer asthcd for such storacge. 33s23 upon ISurrcent goveIn-
mental a*tiztales and pelicies, < z2ppzars anliksly =has

alterna+ive, Jnly the rzfueling at s2a activizy, In waich
#SC requiremsnts have nora +*han doudled over the rasT six
vears, appears toc cffer petantial for increased prciuct
tanker emplcoyasn<*., Yet 2s DFSC csatinues <0 n+tilize czher
mod2s and Teduce %SC £lae2t sizs, <tais aspsct 1s unliksly %o
provide sufficient =saployment fcr osptimal contingency fleet

e
s-zing {Ref. 647].
The seconé al-erpna*tivs action,
envizonmnent, requires a chan
tions which underlie curcent opsara a
sugges+s tha*t prasent planning assuass <ha* *hz majcri<y of
POL required €or wartime and contingency effoxzts will origi-
nate ZIrom the United Stites (sp2cifically £fro>m <he Guls
coast), theraby requiring extensive produc* tanker <capa-
bili+ty (Ref. 65]. DPSC, however, <contracts for and s*oces
POL worldwide. 1If the assumption w2re modified to reflect 2
dependence upon o0il scurces within projected scenarioc loca-
tions, as well as distribution systems, from NATO allies,
potentially less product <+anke:c capabilis would be
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raguired. The latter sugges+tion 223 bezn raiss

4ilas, Deputy Diractcr oI <he Tanker Diviei
Headquartears. Other sugg2astions inclidiz2 a rela
requiremenrt t> use U. S. flzg wv2assels which wd
impac® on MSC fli=2=2t Tequirsmen:s. Mz, ¥Yilas 3u
the dependence whic
to0 *ranspor* POL i

to s

nzas IcrT dz<ziled assessaens of availatls
includirg a planned conversicn or 2izpta=ion sC
dztzranination cf possiblz holi zctiisnz v 23D

. I large cri1ls  =mznkEns iz lixslvw

orimary availaple asset, %“han a scazas by which

guickly cecnverzed fc¢r POL L1ift aust e deviszzi

adapts <o the new =npvirona2nt by sizing i-s fl2
ngancy olanningy =

rzgquirenents and milizarcy fequiremz21ts 1a contin
ations is recessary +o ifdea=ii =ha extent of
available £cr military hold and utiliza<+ion. T
pianning aust include an Zdentificazticn ¢f availsa
s=o-age facili*ies and 3 dete-minazion 2f whztha2
pr2positioned storage is a viabla alternativs

abls fuels versus the currant depeniznce on fuels
me2+ military specificaticzns, could potantially i
available resources for POL lifcs. The produc
primary advartage is, after all, the ability

compartmentalize and protect sensitive milit

Fuels less susceptible to sher: <aak life and co
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could eZfec*ively increase the number of shivs availadbls =2

carry i+, as well as decrzasing currant necsssary adacg-=azio:n

3

raquirssments. In addition, the uze 2f ccommercially avzil-

able fuels would 2l1lsc incrzase the dase of acyuisi<ions bemn

locally and worliwiie, Therce is, >f course, 3z parfcorancs
ccs% in such an al*ernativa. It is 3 cost whizh ul<inmazely
must be measured against the cost 2f <oc li<+le 1if+ cara-

tili+y and =00 £aw PCL sources.

The 1last altsrnative involves allowing <=he macks% +o
A

essentially *ake cace ¢f *the proolam zhrough supoly/demand/
compstition factors. Taxing nc action would cesulz, <hzo-
czticalily, in: 1) allowing DFSC ané <he world macket o
con=inue =0 increase dependence con  pip2linz and  tug hazge
mcd2s of %ransoart;  2) owing & zI¢n*inued 3decrteasa2 in u3C
fle=+* sizing based c¢n dz2creasiny DFSC reguirsments; 3)
*aki2g no ac*ion to curtail 2 dimiaishiag commercial pocducs
tzacer flee=; and 4) depsnding upna mazket fozces =c suopodly
a substitu+te for product “ankzr capabiliry.

The opocrtunity <o choose an 2ltarnative zc4ion iapliss
tha4t th2 'si“uation has besn closely s=uiied, accepzed, azd
<ka* planning ac+ivities zre wz2ll uaier way. Adap+ta=iocn is
obvicusly %+he prefacred -oute i tais ifnstance, vyet we ars
ravidly approacaing the opcint whare th2 oanly al%ernative
will be <0 react *c +his changiag rtesource envirconmant.
With +he wexception of ths Military Sesalift maand Tanke

Division, there appears *¢ be limitsi involvement or concert
egarding the potential loss of ths product *tanker fleez as
an clement cf sealift capability. A+t the pressat time, oaly
ona per+inent study appears “o be inderway. The original
"DOD Sealift Study" attempted to i=fine aad gquantify all
typ2s of 1lift capability =requirsd for «contingency and
wartime purposes [Ref. 67). Because of major disagreements
concerning the study's projections for futur2 «capability

with <regard <to the product tanxke- by the MSC Tanker
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Division, =2 separate study is no4d being condiczed =5 an

adjunct to the sriginal wita i< primary £focus <1 zths

product tanker <=esource [Ref. 68,569]. It Is %o e hoozd
as2 of Informa<ion Izcn

S
9
+ha* such a smudy will provida a b
which DOD plann2rs can define 2 ol
DOD's role in future POL sealifx.

In the final analysis, +“hsere ace only *wc Tezl Iissues

which mus* ke considered and resolvzd: 1) how much ard waa+
kind of car:ying capability Is regquicza for <+he DOD dezro-
leun dis<ribution system £9 ccontinus 3 cperate 2ffectivaly:
ard 2) what *rade-orffsz betwesn readiinsss ané cost efficisncy

is DOD willingy to nake.

The product *anksr has pbzan 2 c-2aiily availeblz ani

s
tazty *c let disappear. It is unlika2ly, aowever, *ha+ i< can
ccntinuz %o cacry +he burien fcr PIL  sealif+ cesponsiblity
in contiagency and warctime scsaarios.
"To assume “hat you can aovs hu amounts oI pet:zoleun
long 3istanzes (via the orcéuc -aq k2r) ... . is just net
valid anyaore. The m;lltary naa to adapt its ~anning
.s+ #hen _the conmercial =system changss, we have t¢&
changa. If we don't change and we can't adapt, than w2
will have *> sp2nd bundles’ci doliars 7o create cur own
distzitu+ion systap, And no on2 is go;ng *0 be willing
to do tha<" [Réef. 70].

Reaiiness does not depend uporn th2 product =anksazs, bus
on the abili+«y of DOD to> 32+ POL where it's needed and when
i**s needed. Therefore, it is vitally impcrtant %o identify
whare available and assured sourcas of POL are, and thus
determine route distances requir2d for movement and ulti-
mately the transportation mcd2s best suited fer those 1lift

situations.
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Simul*tanesusly it must be accepted that
elusive quality which will always -excezd c
linits. Ultimately our degrez of r=2adinsss will d=perni

hcw much we are willing 5 pay €or i+,
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